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LSSU592, Trimester 2, 2016 
Question 1 
Using examples and with reference to legal authority, compare and contrast income 


and expenditure on a revenue account and a capital account. In particular, compare 
and contrast them in terms of assessability and deductibility. 


Question 2 
Jon runs an ice cream truck on weekends called Sno Cones. He is not registered for Goods 
and Services Tax. At 30 June 2015, Jon had the following stock on hand: 
° 1,100 ice cream cones at $0.50 each; 
e 50 litres (L) of chocolate ice cream at $5.00/L; 
° 35L of strawberry ice cream at $6.00/L; and 
e 40L of vanilla ice cream at $4.50/L. 
Jon’s uncle Ben runs a local dairy and his sales have been struggling. In order to help Ben 


out, Jon on 1 December 2015 purchased the following items from Ben at above market 
rates: 


e 150L of chocolate ice cream at $10/L; 
e 120L of strawberry ice cream at $9/L; and 
e 100L of vanilla ice cream at $10/L. 
Jon also purchased 4,000 ice cream cones during the year from his regular suppliers at 
$0.50 each. 
At 30 June 2016 Jon had the following stock on hand: 
° 500 ice cream cones; 
e 80L of chocolate ice cream; 
e 80L of strawberry ice cream; and 
e 100L of vanilla ice cream. 
Jon ordered 100L of chocolate ice cream on 25 June 2016 from his regular supplier at 


$5.00/L but it did not arrive until 4 July 2016. Jon tells you that he took 50 ice cream cones 
and 15L of chocolate ice cream home to eat during the year. 


Jon seeks your advice on his trading stock issues. 


With reference to legal authority provide advice on the following for the financial year 
ended 30 June 2016: 
(a) What does Jon need to know about his purchases from Ben?; 


(b) What does Jon need to know about the products he took home for his private 
use?; 


(c) What deductions can Jon claim for his trading stock?; and 


(d) Does Jon need to make any adjustments to his income as a result of his 
trading stock purchases? 
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Question 3 


Tyrion is a cunning businessman that is always looking out for investment opportunities. He 
tells you about the following activities that happened during the 2015-16 income year: 


e Tyrion sold his Jaguar car for a profit of $5,000; 


e Tyrion likes to bet on the local jousting competitions. He bets most weekends. He 
keeps track of his wins and losses. Over the year, he made a loss of $8,000; 


e Tyrion is employed as a bar manager during the week, for $52,000 a year. After he 
lost a bet to Ned over one of the jousting competitions, Tyrion directed his boss to 
deposit his week’s pay to Ned. Tyrion earns tips every shift but doesn’t keep a record 
of them; 


e At Christmas, Tyrion received a bonus of $3,000 from his boss at the bar. It was 
based on his years of service to the company; 


e Tyrion rents out one of the bedrooms in his house on Air Stayz for a bit of extra cash. 
He estimates he made ‘four or five thousand dollars’ over the course of the year; 


e Tyrion likes to turn broken armour from the jousting competitions into art sculptures. 
He has sold 10 of them so far for a total profit of $9,500. He knows his work is very 
profitable and plans to keep selling the sculptures, but he tells you that he mostly 
does it as a creative release; 


e He made an eleventh sculpture during the year. The purchaser Petyr didn’t have any 
cash to give Tyrion. Instead Petyr gifted Tyrion 100 shares in his small proprietary 
limited company, valued at $5.00 each. During the year Petyr’s company paid out a 
divided of $20 per share; 


e Tyrion found a sword at a junkyard and paid $50 for it. He knew as soon as he saw it 
that it was worth a lot more. He managed to sell it online for $500. 


With reference to legal authority, advise Tyrion of any income tax consequences 
based on the information he has provided you. Tyrion does Not want advice on Goods 
and Services Tax. 


Question 4 


Jamie and Cersei want to set up an ethical baby supplies business selling items such as as 
cots and baby toys made from sustainable rainforest wood, baby meals made from 
wholefoods, and organic cotton diapers. They each have $50,000 they want to contribute to 
get started and consider themselves equals in this project. However, Cersei will not be able 
to spend as much time on the business as she raises their children. They want to be able to 
reward Jamie for the time he will spend running the business. Although they know their 
business will be successful over time, they are worried that there may be losses in the first 
few years. If necessary, Jamie has an additional $25,000 he could contribute to the business 
at a later stage. 


With reference to legal authority, advise Jamie and Cersei of the different tax 
treatments and consequences if they set up their business using a company versus a 
partnership. 
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Question 5 


Arya is an electrician and comes to see you for some help completing her 2015-16 income 
tax return. She is registered for Goods and Services Tax (GST) and her turnover last year 
was $500,000. 


Arya purchased a car on 1 July 2015 for $77,000. She uses the car for both work and 
personal use. Based on a log book she kept for 3 months last year, she estimates that she 
uses the car 75% for work. The effective life of the car is 10 years. 


On 1 January 2016, Arya purchased a new toolbox for $297, and a soldering iron on a 12- 
month hire-purchase arrangement for $110 per month. The toolbox should last her three 
years and the soldering iron has a five year warranty. On the same day, Arya also sold her 
old soldering iron for $300. She purchased it three years ago for $1,650 and she had 
claimed $600 of depreciation over the past three years. Arya expected to use the old 
soldering iron for five years, before she upgraded. 


Arya does Not want advice on the $20,000 instant asset write-off scheme. 
With reference to legal authority, advise Arya of the income tax deductions that she 


can claim in the 2015-16 income year. Arya wants to know if she has choices about 
how she claims these deductions. All amounts include GST where relevant. 
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